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FOREWORD AND SUMMARY 


HE great interest of the United States in the economic 

and political situation in Germany is due not only to 

the large amount of German securities held by the 
American people and the importance of Germany as a market 
for American products, but also to the important position 
that Germany occupies on the continent of Europe. Pros- 
perity and peace in Europe cannot be realized until Germany 
becomes prosperous and peaceful. 

American investments in Germany are estimated at 
about $2,000 million. In a normal year Germany buys 
from the United States about $400 million worth of com- 
modities. In 1928 exports to Germany amounted to $467 
million, while imports from Germany were only $222 
million. In 1931, when Germany found it necessary to 
reduce imports to a minimum and to exert extreme efforts 
to maintain exports, American exports to Germany amounted 
to only $167 million, while imports from Germany were $127 
million. А prosperous Germany is a rich market for the 
American producers of cotton, copper, fruits and nuts, 
machinery, barley, lard, and many other commodities. 

As a competitor in world markets a prosperous Germany 
is less dangerous than an impoverished Germany that finds 
it necessary to sell abroad at any price. Тһе maintenance 
of American export industries and of the wages of American 
workers producing goods for export is directly affected by 
the conditions of German industry and labor. 

As long as the United States continues to trade with the 
rest of the world and to play a role in world affairs, accurate 
knowledge of economic and political conditions in Germany 
will be needed in this country. In the conduct of foreign 
policy in the Far East, for example, the United States must 
take into account the German situation, because the status 
of Franco-German and German-British relations affects the 
far-eastern policy of France, Great Britain, and Japan. 
Germany is not a naval power, but the fear of what Germany 
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might or might not do is of utmost importance in shaping the 
naval policies of the world powers. 

These few observations are sufficient to explain, if any 
explanation is necessary, the publication of this study by 
the Conference Board. It deals principally with the position 
of Germany as a debtor nation. The struggle that has been 
going on in Germany during the last two years to maintain 
the gold standard and to avoid default on Germany's private 
foreign obligations is described briefly in Chapter І. The 
struggle for political power, which reached its climax in the 
appointment of Adolf Hitler to the position once held by 
Bismarck is discussed in Chapter П. Chapter III analyzes 
Germany's balance of international payments and presents 
a new estimate of Germany's foreign debt, of the amount 
that Germany had to pay to her private foreign creditors 
in 1932, and of the amount of foreign exchange available 
for that purpose. 

The findings of the study may be summarized as follows: 

1. During 1932 Germany emerged from the depths of the 
financial crisis. In the second half of the year industrial 
and trade activity increased more than seasonally. Business 
is not expected to improve materially until investors begin 
to feel that the danger of political disturbances need no 
longer be taken into consideration in judging the safety of 
investments. 

2. In 1932 the international accounts of Germany were 
balanced. Without the burden of reparation payments 
Germany is a solvent and going concern. А total foreign 
debt of about $4,000 million is not excessive for a country 
of the size and strength of Germany. 

The investigation on which this publication is based was 
made by Mr. Vaso Trivanovitch, of the Conference Board's 
Research Staff, and the text was prepared by him under the 
supervision of the Staff Economic Council. 


VIRGIL JORDAN 
President 


New York City 
March, 1933 
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THE SITUATION ІМ GERMANY 
AT THE BEGINNING OF 1933 


CHAPTER I 


GENERAL ECONOMIC AND FINANCIAL 
SITUATION IN GERMANY 


, | “НЕ financial crisis that swept over Central Europe іп 


the summer of 1931 was started by the collapse of the 

Credit Anstalt, the largest private bank in Austria, in 
May, 1931. The collapse undermined the confidence of 
foreign investors and led to withdrawal of foreign funds from 
Austria, Hungary, Germany, and Great Britain. The last 
country was the victim of the scramble for banking liquidity, 
which resulted in repatriation of foreign balances held in 
London. In addition, the unsound condition of public 
finance, the threat of a general election, and exaggerated 
reports of a naval mutiny led to large sales of sterling. The 
seriousness of the German situation was at first not clearly 
recognized. On June 11, 1931, the Berlin correspondent of 
“Тһе Economist,” London, reported that the Reichsbank 
had lost about 200 million Reichsmarks, $48 million, in gold 
and foreign exchange during the first week of June, but he 
stated that these withdrawals were not causing any embar- 
rassment, because the Reichsbank still held 2,300 million 
Reichsmarks, $548 million, in gold and 113 million Reichs- 
marks, $27 million, of foreign exchange eligible as cover, and 
- also about 250 million Reichsmarks, $59.6 million, of foreign 
exchange included among bills and miscellaneous assets.’ 
Two weeks later Germany was оп the point of complete 
financial collapse. 

The withdrawal of foreign funds, which began in the early 
part of June, became accelerated owing to internal political 
1“The Economist,” June 13, 1931, p. 1271. 
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difficulties. The demand of the National Socialists and Com- 
munists to summon the Reichstag created a critical situation 
since Chancellor Briining had announced that he would re- 
sign if the Reichstag were convened. The fear that the fall 
of Dr. Brüning would result in a Hitler dictatorship and wild 
experimentation in the economic and financial fields brought 
about further withdrawals of foreign balances and a flight of 
domestic funds. On June 16 the tension was somewhat 
eased when the Procedure Committee of the Reichstag de- 
cided against the motion of the National Socialist and Com- 
munist parties for the summoning of the Reichstag. Тһе 
drain on the Reichsbank reserves, however, did not cease. 
From June 7 to June 15, 1931, the gold reserve of the Reichs- 
bank declined from 2,300 million Reichsmarks, $547.9 mil- 
lion, to 1,766 million Reichsmarks, $420.7 million. The in- 
crease in the Reichsbank discount rate on June 13 from 500 
to 7% was totally ineffective. On June 18 the banking sys- 
tem and the public morale received a shock from the collapse 
of the Nordwolle-Konzern, one of the largest textile estab- 
lishments in Germany. During the week beginning June 15 
the Reichsbank lost about 350 million Reichsmarks, $83.4 
million, of gold, and it appeared that a collapse was inevitable 

when on June 21 the dramatic proposal of President Hoover 
for a suspension of all intergovernmental debt payments was 
announced. 

The announcement of President Hoover's proposal was 
received with a feeling of great relief and new hope in Ger- 
many and in almost all other countries, with the exception 
of France and Jugoslavia. The favorable psychological im- 
pression produced by the moratorium proposal, however 
was short-lived. The refusal of France to accept immediately 
the American offer and the two weeks of negotiations be- 
tween the American and French governments intensified the 
existing uncertainty and created a dangerous feeling of ill- 
will between France and Germany. After the conclusion of 
the American-French Agreement on July 6 the President of 
the Reichsbank, Dr. Luther, flew to London, Paris, and Basle 
in search of financial assistance, but his efforts were in vain. 
It seems that France was willing to help Germany financially 
but only in return for political concessions that the German 
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Government was unable to grant. In the last week of June 
and the first week of July the gold reserve of the Reichsbank 
remained at 1,421 million Reichsmarks, $338.5 million, and 
the holdings of foreign exchange actually increased from 92.6 
million Reichsmarks, $22.1 million, to 371 million Reichs- 
marks, $88.4 million. On June 25, the Reichsbank received 
а central bank credit of $100 million under the auspices of 
the Bank for International Settlements. 

'The crash came in the second week of July. On July 13 
the Darmstädter und Nationalbank was forced to suspend 
payments. On the same day the Government closed the 
stock exchange. On July 14 and 15 all banks, with the ex- 
ception of the Reichsbank, were closed. On July 15 the 
Reichsbank increased its discount rate to 10% and its Lom- 
bard rate, that is, the rate for loans against securities, to 15%. 
In the week ended July 15 the gold reserve of the Reichsbank 
declined from 1,422 million Reichsmarks, $338.7, to 1,366 
million Reichsmarks, $325 million, while the holdings of 
foreign exchange declined from 371 million Reichsmarks, 
$88.4 million, to 124 million Reichsmarks, $29.5 million. 
Тһе banks were open for business оп July 16, but payments 
were strictly limited by governmental decrees. On July 18 
the government issued a drastic decree against the flight of 
capital. Holders of foreign exchange or of claims on foreign 
countries were required to offer all such holdings to the 
Reichsbank at the official rate. Foreign exchange could be 
bought or sold only through the Reichsbank or through some 
of the larger private banks authorized to act as agents of the 
Reichsbank. All these measures exerted an extraordinary 
strain on business. 

On July 17 a conference was held in Paris between M. 
Laval, Premier of France, Mr. Henderson, Minister of 
Voreign Affairs of Great Britain, and Mr. Stimson, Secretary 

оѓ State of the United States. According to unofficial press 
reports, M. Laval informed the representatives of Great 
Britain and the United States that France was willing to give 
а short-term loan of $500 million to Germany, provided that 
Germany was willing to pledge her customs revenue as 
security for the loan, to promise resumption of reparation 


payments in 1932, and to agree to a political moratorium for 
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foreign countries by prohibiting not only the purchase of 
foreign exchange with German marks but also the sale of 
foreign exchange and foreign securities without the permis- 
sion of governmental authorities. 
In addition to these preparatory measures for a resump- 
tion of full payments, Germany was able to conclude an 
agreement with her chief creditors in the United States, 
Great Britain, and France under which these creditors con- 
sented to leave their short-term funds in Germany for a 
period of six months. Finally, before restrictions on bank 
payments could be removed, it was necessary to reorganize 
the Darmstädter und Nationalbank. Тһе reorganization 
was brought about by having the Federal Government 
guarantee all obligations of the bank and by the formation 
of a group of about twenty of the largest industrial concerns 
that agreed to take over more than 50% of the shares of the 
bank, 35 million Reichsmarks, nominal value, at 125%, and 
thus to restore the capital stock to its former amount of 60 
million Reichsmarks, $14.3 million. 

After these preparatory steps were taken, the removal of 
restrictions on bank payments took place on August 5, al- 
though it did not at first apply to savings banks. The re- 
moval of restrictions did not result in any run on the banks. 
On the contrary, in the first two weeks of August there was 
a decline in the note circulation and in discount credits of the 
Reichsbank, while gold and foreign exchange reserves showed 
an increase. On August 12 the Reichsbank reduced its dis- 
count rate from 15% to 10%, indicating that the worst of 


the financial crisis was over. 


Report or THE First BASLE CoMMITTEE 


The first Basle Advisory Committee, appointed by the 
Bank for International Settlements at the recommendation 
of the London Conference, issued its report on August 18, 
1931. The opinion of the Committee was that “Germany 
plays so important a role in the economic life of the world, 
and in particular of Europe, that until the situation in 
Germany improves there can be no general recovery from 
the existing state of depression.” The report of the Com- 
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During the first seven months of 1931 the withdrawal of 
short-term funds from Germany amounted to 2,900 million 
Reichsmarks, $691 million. In addition, there was a certain 
amount of selling by foreigners of their long-term invest- 
ments in Germany and export of funds by German nationals 
for investment abroad. The total movement of funds out 
of Germany during this period is estimated by the Com- 
mittee at 3,500 million Reichsmarks, $834 million. This 
outflow was met in the following manner: 


Millions of 
Reichsmarks Dollars 
Loss of foreign exchange by the КеісһвһалК.................. 1,580 376 
Loss of foreign exchange by other БапКв..................... 1,000 238 
Central Bank credit to the КеісһзЬапк...................... 420 100 
Credit to the Gold Discount Bank by a New York syndicate... .. 210 50 
A T A E 290 69 
3,500 834 


The Committee pointed out that the internal economy of 
Germany would continue under a condition of extreme strain 
until the position of the Reichsbank became relieved and at 
least a part of the capital that had been withdrawn was re- 
placed. The danger of further erratic and heavy withdrawal 
of funds was eliminated by the standstill agreement,? pro- 
viding for a continuation of the then outstanding credits to 
German debtors for a period of six months and for an orderly 
repayment of these credits. Partial replacement of the 
capital could be accomplished in two ways: (1) by Germany 
without foreign assistance and (2) through new foreign loans 
to Germany. The first method would involve either further 
sale of German foreign assets or drastic reduction of imports 
and maintenance of exports, or both. The Committee was 
of the opinion that a plan for the mobilization of Germany’s 
foreign assets was not practicable and would not assist the 
economic recovery of Germany. The second plan, drastic 
reduction of imports and maintenance of exports, was 
characterized by the Committee as “a policy of continued 
impoverishment and high unemployment brought about by 
restricted credit.” To meet her foreign obligations in that 
manner Germany would have to export twice as much as she 


1 Report of the first Basle Committee, p. 5. 
2 The agreement was signed on August 19, 1931. 
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imported. The Committee felt that such a development, 
even if it were practicable, would involve a serious disloca- 
tion of Germany’s economic life and would accentuate the 
world business depression by reducing German imports and 
by leading to intensive competition in world markets. The 
Committee concluded that “part at all events of the capital 
which has been withdrawn should be replaced from foreign 
sources” in the form of long-term loans. 

In the opinion of the Committee the general economic 
situation in Germany, her foreign trade, and the condition 
of public finance, оп which depends the stability of the 
exchange, were by no means unfavorable. If these were the 
only factors to be considered in connection with a foreign 
loan to Germany, the Committee felt that foreign investors 
should not hesitate to subscribe to it. There were, however, 
two fundamental difficulties lying outside of the strictly 
economic field that had to be overcome before Germany 
could be regarded as a good credit risk. The difficulties were 
stated by the Committee as follows: 


“The first is the political risk involved. Until the relations be- 
tween Germany and other European Powers are firmly established 
on a basis of sympathetic co-operation and mutual confidence and an 
important source of internal political difficulty for Germany thereby 
removed, there can be no assurance of continued and peaceful eco- 
nomic progress. This is the first and fundamental condition of credit- 
worthiness. The second relates to the external obligation of Germany. 
So long as these obligations, both private and public, are such as to 
involve a continuous increase in a snowball fashion of the foreign debt 
of Germany, or alternatively a disproportion between her imports and 
exports on such a scale as to threaten the economic prosperity of other 
countries, the investor is unlikely to regard the situation as stable or 
permanent. Until the existing or potential creditors of Germany are 
in a position to foresee what her future situation is likely to be in 
these respects a most serious obstacle exists either to the extension or 


even to the renewal of short-term credits, and to the raising of a long- 
term loan." 


The Committee recommended, therefore, that all govern- 
ments concerned should “lose no time in taking the necessary 
measures for bringing about such conditions as will allow 
financial operation to bring to Germany—and thereby to the 
world—sorely-needed assistance." No specific measures 
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The Committee, however, did not confine its remarks 
strictly to the Young Plan and its provisions. The Young 
Plan provided for a steady increase in the amount of repara- 
tions payable annually, on the theory that there would be 
a steady expansion in the volume and value of world trade 
as a result of which the burden of the annuities payable by 
Germany would decrease from year to year. The Com- 
mittee pointed out that under the Young Plan Germany was 
given the right to postpone the conditional part of the an- 
nuity as a measure of safeguard during a period of “rela- 
tively short depression"; that since the Young Plan became 
effective there had occurred an unprecedented decrease in 
the volume and value of world trade and an exceptional 
increase in the value of gold, making the transfer of repara- 
tion payments extremely difficult and adding greatly to their 
real burden; and that the business depression, instead of being 
relatively short in duration, had assumed unparalleled pro- 
portions, demanding an adjustment of all intergovernmental 
debts “to the existing troubled situation of the world.” 
Such an adjustment, the Committee declared, should take 
place without delay if new disasters were to be avoided, it 
being “the only lasting step capable of re-establishing con- 
fidence, which is the very condition of economic stability and 
real peace.’ 

The report of the Second Basle Committee was welcomed 
in Germany as a clear proof that Germany was not in a 
position to pay reparations. France, the principal creditor 
of Germany, was willing to agree to a further postponement 
of reparation payments, but it refused at that time to con- 
sider cancellation or even a permanent readjustment to a 
new and lower level. The French thesis was that it was im- 
possible to determine the future capacity of Germany to pay 
reparations in view of the exceedingly abnormal conditions 
prevailing in Germany and throughout the world. The 
situation was further complicated by the refusal of the Gov- 
ernment of the United States to participate in any conference 
of the governments convened for the purpose of consider- 
ing cancellation or scaling down of intergovernmental debts. 
The Government of the United States maintained its former 

2 [bid., р. 20. 
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stand that there was no connection between reparation pay- 
ments by Germany and the payment of war debts to the 
United States. 

The reparation creditors of Germany, however, agreed to 
call a conference of the governments in Lausanne, Switzer- 
land, in January, 1932, in spite of the refusal of the United 
States Government to take part in it or even to send an 
official or an unofficial observer. 

Before the date set for the Lausanne Conference there 
occurred a development of a most startling character that 
made the postponement of the Conference necessary. On 
January 9, 1932, the Head of the German Government, 
Dr. H. Brüning, published the account of a conversation 
which he had held with the British Ambassador in Berlin 
concerning the attitude that Germany would adopt at 
Lausanne. Unofficial press reports published in Berlin and 
abroad gave a distorted account of the conversation and Dr. 
Brüning found it desirable to remove the misunderstanding 
that had thus been created. The most important part of his 
statement is as follows: 


" [t is perfectly clear that Germany's condition makes the contin- 
uance of political payments impossible. It is equally clear that every 
attempt to maintain the system of political payments must lead to 
calamity, involving not only Germany but the whole world. This 
state of affairs leaves the German Government no choice of policy. 
They cannot do otherwise at the forthcoming conference than make 
a statement of existing conditions and appeal to the other participat- 
ing Governments to take account of these conditions and to refrain 
from seeking solution in compromises which are nolonger practicable. 


The statement created an international sensation and 
gave rise in France to a feeling of intense opposition to what 
was interpreted by the French as an open repudiation on the 
part of Germany of contractual obligations voluntarily as- 
sumed and approved by a national plebiscite. The German 
reply to this charge was that Germany had no intention to 
repudiate any of her international obligations; that Dr, 
Briining had merely stated a fact when he said that Germany 
could not pay; and that his statement was no different from 
the conclusion reached by the Second Basle Committee, 


1 “Тһе Economist,” January 16, 1932, p. 118. 
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who had the confidence of President von Hindenburg. New 
Reichstag elections were prescribed for July 31, 1932. Ger- 
many went to the Lausanne Conference in June, 1932, with 
a government that had no parliamentary majority and re- 
ceived its authority not from the people but from the Presi- 
dent of the Republic, who was undoubtedly the most popular 
person in Germany. France went to the Conference with a 
government of the moderate Left supported by the Socialists. 


Tue LAUSANNE CONFERENCE 


The Lausanne Conference met on June 16, 1932, two 
weeks before the expiration of the Hoover moratorium. The 
principal task of the Conference was to reconcile the British 
and French points of view. The French thesis was that a 
complete elimination of reparation payments was not de- 
sirable, not only because it would deprive France of a large 
source of income, but also because it would give Germany a 
competitive advantage in world markets. The British thesis 
was that elimination of reparations would free Germany from 
the pressing need of exporting at any cost, and that it would 
stop the sale of German goods in world markets at bank- 
ruptcy prices. The final agreement, reached on July 9, 1932, 
represented a compromise between these two points of view. 
Main provisions of the Lausanne Agreement are as follows: 

1. The Young Plan is abrogated. 

2. The German Government agrees to deliver to the Bank for Inter- 
national Settlements, as trustee, German Government 5% redeem- 
able bonds to the amount of 3,000 million Reichsmarks, $715 


million, gold of the present standard of weight and fineness. 

3. The bonds are not negotiable until three years after the signing of 
the Agreement. 

4. The bonds shall be negotiable by the Bank by means of public 
issues as and when possible, provided no issue shall be made at a 
rate below 90%. 

5. If any bonds are left in the hands of the Bank 15 years after the 

Lausanne Agreement is signed, they shall be cancelled. 

The German Government shall have the right to redeem at par, in 

whole or in part, the bonds not yet issued by the Bank. 

The bonds shall carry interest at 5% and sinking fund at 1% as 

from the date on which they are negotiated; they shall be tax-free. 

. The proceeds of the bonds shall be placed to a special account, the 

allocation of which shall be settled by a further agreement between 


Germany’s creditors. 


о м е 
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Тһе Lausanne Agreement, if and when approved by the 
parliaments of Germany and her creditors, will eliminate 
reparations from the field of political debts. Under the plan 
adopted at Lausanne the political debt of Germany will 
be gradually converted into a private debt. The only pay- 
ments that the German Government will make in the future 
will be payments to private investors! on account of the 
Dawes Loan, the Young Plan loan, and the issues that the 
Bank for International Settlements will float in the inter- 
national markets under the Lausanne Agreement. The 
achievements of the Lausanne Conference represent the most 
notable contribution to world economic reconstruction and 
to world peace since the end of the World War. 


Tue Present Economic SITUATION IN GERMANY 


The signing of the Lausanne Agreement marks a turning 
point in the German economic situation. Examination of 
the various business factors, shown in Table 3, indicates that 
by the middle of 1932 the decline in business activity had 
stopped. In most lines of activity the low point was reached 
in August. During the remainder of the year the trend of 
business either was upward or it moved in а horizontal 
direction. Year-end reports from German institutions on 
the economic situation are cautiously optimistic. The 
Institut für Konjunkturforschung states, in its December, 
1932, issue, that since the middle of 1932 German economy 
“has begun a fundamentally new phase of development: 
the decline in business activity has stopped; production, 
sales, and employment have begun to move horizontally 
after years of decline; the number of bankruptcies, com- 
positions, and protested bills is decreasing; the liquidation 
of bank credit appears to have stopped; the capital market 
shows signs of greater ease.” 

This change in the economic trend is attributed by the 
Institut to a number of causes, among which the Lausanne 
Agreement is given the first rank. The fact, however, that 


1 And, of course, to the Government of the United States, if the present German- 
American arrangement is not changed, and to the Belgian Government under the 
Belgian Mark Agreement of 1929. 


2“Vierteljahrshefte zur Konjunkturforschung," Ней 3, Teil A, Berlin, 1932, 
p. 151. 
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meeting at Lausanne there were certain signs 
een er чел decline in hoarding of currency, 
oe in the number of bankruptcies, and ar 
in the rate of production decline, seemed to шасе t 
the upturn in business was due also to factors wit in d e 
economic system itself unrelated to the favorable poo 
logical effect of the reparation agreement. The el. u 
points out that the restriction of output in the consump ae 
goods industries had been carried to a point where it Evi e 
the decline in sales, while the activity of the pro icu 
goods industries had been reduced practically e not ing. 
A revival, even though temporary, was eR e in a 
production of consumption goods. Further dec ing in и 
output of production goods, on the other hand, was pan 
tically impossible. The steady decline in ge a y 
thus came to an end in the summer of 1932, m iy: 
of the exhaustion of the forces that were responsible Es ДЕ 
Тһе index number of industrial Production， ж” 一 
100, reachedalow point of 52.3 in August， 1932. Іп bait 
ber it increased to 62.9 and was only slightly lower than in 
the corresponding month of 1931. This improvement ki 
not due to seasonal influences. If seasonal er 2 
eliminated, the increase in production 1s actualy greate : 
Similar improvement can be observed in the Tree 
coal, iron and steel, and rolling stock. Car pps. о К г 
federal railways ЖТ considerably higher in December, 
a year before. 
pL Met in business activity was not reflected " 
greater employment, but it is shown in a less than seasons 
increase of unemployment. In 1931 the ар. Pre 
ployed increased from 4,624,000 in October to 2 О, р 
November. During the same period in 1932 the pic 
was only from 5,109,000 to 5,355,000. At the end o d 
the number of unemployed was approximately the E 
a year before. The effects of the diminished birth rate "ne 
the World War will begin to be felt in 1933. Instea ры | 
пес increase in the number of Persons available pu gum ie 
employment, which in 1932 is estimated at ki. Па: ра 
will be an actual decrease іп the number of such persons 
1 Idem. 
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about 20,000 in 1933. This factor will help materially to 
relieve the unemployment situation. 

Wholesale prices continued to decline in 1932, but the 
rate of decline was slower in the second half of the year. 
Raw material prices reached the low point in July, increased 
slightly in August, and remained remarkably steady during 
the remainder of the year. Тһе increase in prices of raw 
materials in the summer of 1932 was due entirely to higher 
prices paid for imported products. Prices of agricultural 
commodities continued to decline throughout the year, owing 
to large crops and to the low purchasing power of the con- 
sumers. In the fall of 1932 agricultural prices were on the 
average 15% lower than in the fall of 1931. During the 
same period the prices of raw materials and finished manu. 
factures declined 12.5%. Тһе decline in agricultural prices 
was due largely to lower prices for slaughter animals and 
animal products. Particularly severe was the decline in the 
price of butter, caused by the suspension of gold payments 
in Denmark, which exports large quantities of butter to 
Germany. According to the calculations of the Federal 
Statistical Office the prices of farm products were about 20%, 
lower in the fall of 1932 than in the same period of the last 
five pre-war years. On the other hand, the prices of indus- 
trial products used by the farmers in the production of crops 
—fertilizers, machinery, implements, building materials— 
were approximately the same in the fall of 1932 as in the last 
few pre-war years. 

On September 27, 1932, the Federal Government ordered 
a compulsory reduction of interest rates on farm mortgages! 
by 2%, but not below 4%, for a period of two years. Тһе 
average rate of interest at the present time is 5%, as com- 
pared with 8.5% in the crop year 1931-1932. The burden 
of interest payments has been reduced to 600 million Reichs- 
marks, $143 million, per year, and takes about 8% of the 
value of farm products sold, as compared with 14% іп 1931- 
1932. This measure has brought relief to the farmers and 
greater security to the creditors, but it has at the same time 
introduced an element of uncertainty, since there is no basis 
at the present time for determining the value of property. 

1 Mortgages expressed in foreign currencies were not affected. 
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'The movement of wage rates from 1925 to October, 1932, 
is shown in Table 4. Тһе figures represent actual hourly 
wage rates established by trade-union agreements in 17 oc- 
cupations, including the federal railways. In October, 1932, 
hourly wage rates were lower than in October, 1925. Most 
of the increase in wage rates from the depressed levels during 
the period of inflation has been eliminated since the middle 
of 1930, when wage rates stood at their highest post-war 
level. It is reasonable to expect that revival of business 
activity will be accompanied by higher wage rates, tending 
to eliminate the competitive advantage that German indus- 
try has received from wage reductions during the current 
business depression. 


TABLE 4: AvERAGE МАСЕ RATES РЕВ Hour IN [NDUSTRY 
AND TRANSPORTATION, Marr, SKILLED,! 1925 то 
Остовев, 1932 


Source: Institut für Konjunkturforschung 
In cents 


January February 


17.2 17.7 5 d 
1926 19.9 19.9 19.9 i 
1927 20.3 20.7 21.2 На 
1928 22.0 22.5 22.9 ae 
1929 23.6 23.7 24.1 351 
1930 24.4 24.5 24,5 2 
1931 23.8 23.3 23.1 d 
1932 20.2 20.2 19.8 . 
Year July August September October November | | December 
Wisse ШЕТІНЕН (БЕРІЛЕН |) лов | 195 | 19.8 
1925 18.8 19.2 19.4 19.5 19.8 А 
Е ae SENE TE. 
21. 1 А 5 . 
1928 23.0 23.2 23.2 23.5 xi 2 
1929 24.3 24.3 24.3 24.3 Dg: 22 
1930 24.5 24.5 24.5 24.5 24 2 21 
1931 23.0 23.0 22.9 22.7 22. z 
1932 19.4 19.3 19.2 19.2 


1 As per collective agreements—highest age group. 


FINANCIAL CONDITIONS 
The improvement in the financial situation is most marked. 
The Reichsbank has been able to lower its discount rate 
from 7% to 4% on September 22, 1932, creating correspond- 
ingly cheaper short-term credit and lower costs to borrowers. 
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Іп August, 1931, the discount rate was 15%. The holding 
of bills, not including treasury bills, declined from 4,144 
million Reichsmarks, $987 million, at the end of 1931 to 
2,800 million Reichsmarks, $667 million, at the end of 1932. 
The decrease in the amount of bills offered to the Reichsbank 
particularly during the second half of 1932, when business 
was Improving, indicates that industrial enterprises have 
succeeded in improving their liquidity and lowering their 
production costs and are making attempts at self-financing, 
The note circulation of the Reichsbank declined from 4 776 
million Reichsmarks, $1,138 million, at the end of 1931 to 
3,531 million Reichsmarks, 9841 million, at the end of 1932. 
During the same period the holdings of gold and foreign ex- 
change decreased from 1,156 million Reichsmarks, $275 mil- 
lion, to 937 million Reichsmarks, $223 million, one year later. 
At the end of 1931, however, the Reichsbank reserve included 
ae e pera $150 million, of credits from foreign 
central banks. Ву the end of 1932 this fieur 
to 550 million Reichsmarks, $131 million. aie: sonia 
In October, 1932, the amount deposited in the savings 
banks exceeded withdrawals for the first time since the out- 
break of the financial panic in July, 1931. The banks in 
general are now in a stronger position. The vicious liquida- 
tion of bank credit has practically run its course. In the 
second half of 1932 deposits in commercial banks were well 
maintained. The Reichsbank, however, still remains prac- 
tically the only source of short-term credit. While the cost 
of credit has declined greatly during the year, it still remains 
a grave obstacle to business revival. In the last week of 
December, 1932, the interest rate for day-to-day money was 
5.38%, as compared with 1% for call money in New York, 
The yield from 6% gold mortgage bonds was reduced 
from 8.8% in August, 1932, to 7.3% at the end of December. 
Since the opening of the Stock Exchange in April, 1932 
bond prices have shown considerable improvement, but the 
recovery must be carried much further, if it is to stimulate 
new investment. The stock market exhibited signs of greater 
activity in the last quarter of 1932, with rising prices, es- 
pecially in the month of September, but even in the absence 


ECONOMIC AND FINANCIAL SITUATION 21 


of any unfavorable political developments a prolonged stock 
market boom is not expected. 

The financial position of the various governmental units 
has been unfavorably affected by declining revenues which 
could not be offset even by a most drastic reduction in ex- 
penditures. According to the Institut fiir Konjunktur- 
forschung the total deficit of the Federal Government, states, 
and communes in the current financial year ending March 31, 
1933, will amount to at least 1,500 million Reichsmarks, 
$357 million. One half of this total will be incurred by the 
Federal Government; one quarter, by the states; and one 
quarter, by the communes. Expenditures have been re- 
duced to such a low level that further relief from that side 
cannot be expected. The burden of taxation, on the other 
hand, is so great that additional taxes or higher tax rates are 
not practicable. Until the business situation improves and 
revenues from the existing taxes increase, the deficit will 
have to be covered by issuing treasury certificates. At the 
end of October, 1932, the floating debt of the Federal Gov- 
ernment was 1,789 million Reichsmarks, $426 million. In 
view of the easier credit situation it should be possible to 
satisfy the demands of the Federal Government without 
undue restriction of trade. 

The public debt of the Federal Government is about 
12,300 million Reichsmarks, $2,930 million. The long-term 
foreign debt is 2,600 million Reichsmarks, $619 million. The 
long-term domestic debt amounts to 7,100 million Reichs- 
marks, $1,691 million. The short-term and intermediate 
debt is about 2,600 million Reichsmarks, $619 million, of 
which over 400 million Reichsmarks, $95.2 million, is owed 
to foreigners. The debt of the states is 2,570 million Reichs- 
marks, $612 million, and that of communes,! 12,200 million 
Reichsmarks, $2,906 million. The total foreign debt of the 
states and communes amounts to about 1,370 million Reichs- 
marks, $326 million. The short-term debt of the communes 
amounts to about 3,300 million Reichsmarks, $786 million. 

In addition the Federal Government and states have granted 
direct subsidies to private business or have undertaken to 
guarantee private obligations. The total of these subsidies 
1 Including the Hanseatic Cities. 
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and guaranties is estimated at 5,000 million Reichsmarks, 
$1,191 million.! With reparations eliminated, the total 
public debt of Germany is not high. The short-term debt 
of the communes, however, is excessive. Orderly conversion 
of a portion of this debt will have to be effected. 

During 1932 Germany was able to emerge from the depths 
of the financial crisis. There is no basis, however, for judging 
whether or not the signs of incipient recovery will develop 

` into a genuine revival of activity. It would be possible for 
the investors to look into the future with a greater degree 
of confidence were it not for the presence of unfavorable 
political factors. 
1 Unit ей і 
оета ерер еі 
students of the question. Subsidies and guaranties of the Federal Government аге 


estimated by them at 2,000 million Reichsmark: 76.4 million; 
states at 1,000 million Reichsmarks, $238.2 ae ee 


CHAPTER II 
POLITICAL CONDITIONS 
А HAS already been stated, the political situation in 


Germany is one of the primary causes of business 

stagnation. No single explanation can be advanced 
for the unusual and tortuous course of political develop- 
ments in Germany in the last two years. It is possible, 
however, to outline the main aspects of the problem as it 
developed in the last two years. 

In September, 1930, the National Socialist Party, whose 
leader is Adolf Hitler, received 6,380,000 votes and became 
the second strongest political party in Germany, with 110 
members in the Reichstag. At that time the National So- 
cialist Party not only was opposed to the republican con- 
stitution of Germany but also it advocated a revolutionary 
overthrow of the régime established by that constitution. 
It advocated overthrow of the republican régime by violence 
and by repudiation of the Treaty of Versailles. Its program 
was freedom for Germany from internal and external en- 
emies. Within the country its greatest enemies were the 
Communists and the Social Democrats. France and Poland 
were regarded as the principal foreign oppressors of Germany. 
The motto of the Hitler Party was: "Germany awake!” 
The negative side of the Hitler program— destruction of 
communism and socialism in Germany and abolition of the 
political structure resting on the Treaty of Versailles—is 
easily understood, and it attracted to the Hitler party mil- 
lions of Germans who were dissatisfied with their lot and who 
blamed the republican parties, which had been in power 
since the айва, for all internal and external difficulties 
of Germany. 

The sudden growth of the Hitler movement naturally 
created great confusion in Germany and gave rise to serious 
concern in France and Poland. The confusion was due 

23 
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primarily to the fact that the economic and social program 
of the Hitler party, that is, the positive side of that program, 
consisted of a fantastic mixture of ideas, because of the 
necessity of satisfying practically every German who was not 
satisfied with existing conditions and desired a change. The 
name itself—the full name of the Hitler party is the National 
Socialist German Workers’ Party—indicates the desire of 
the party leaders to attract to its banner nationalists and 
socialists and German workers in general. 

The next test of strength of the Hitler party occurred 
in the presidential elections of March and April, 1932. In 
the April election the party received 13,419,000 votes. This 
election showed that this party was the strongest single 
political unit in Germany, but that it did not represent a 
majority of the people. By this time it had become fairly 
obvious that the government of Dr. Briining, supported by 
the Social Democrats, the Catholic Center Party, and the 
State Party, was a minority government from the point of 
view of popular support. The Reichstag elected in Septem- 
ber, 1930, however, in which Dr. Briining’s coalition govern- 
ment had a workable majority, could have remained in exist- 
ence until 1934, if the head of the Government had had the 
confidence of the President of the Republic. For certain 
reasons, which are still being violently debated in Germany, 
President von Hindenburg decided in May, 1932, to replace 
Dr. Brüning by a person who did not have the confidence of 
the Reichstag, but who could be relied on to carry out the 
wishes of the President of the Republic. In this manner 
Herr von Papen became Chancellor of the Reich on May 31, 
1932. It was a foregone conclusion that he could not count 
on receiving a vote of confidence in the Reichstag, since his 
appointment was opposed by the Social Democrats, the 
Catholic Center Party, and the Communist Party. In the 
early stages of the von Papen régime, the Hitler party was 
inclined to regard it with considerable favor. 

Denied the confidence of the Reichstag, Chancellor von 
Papen decided to dissolve it and to hold new elections on 
July 31, 1932. The electoral campaign was full of violence, 
incitement to murder, and evenactual bloodshed and murder. 
Hitler demanded from the people their absolute confidence 
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and a majority in the Reichstag, in order to make it possible 
for him to establish a dictatorship by means of parliamentary 
procedure. When the results of the election became known, 
the moderate and independent papers in Germany carried 
headlines, “Keine Diktatur!’—‘‘No dictatorship!” The 
Hitler party was able to increase the number of votes from 
13,419,000 received in April, 1932, to 13,734,000. In the 
new Reichstag it received 230 representatives, as compared 
with 110 in the Reichstag elected in September, 1930. | 

In spite of these gains, however, the National Socialists 
obtained only 37% of the total seats in the Reichstag. The 
so-called Weimar coalition parties, that is, the parties that 
are in favor of the present Republican form of government— 
the Social Democratic Party, the Catholic Center Party, 
and the State Party—obtained approximately the same 
number of seats as the Hitler Party alone. A government 
along the lines of the last Briining cabinet was obviously out 
of the question. A combination of the Hitler Party with 
any of the Republican parties was rendered impossible by 
the demand of Adolf Hitler for complete power in the state. 
President von Hindenburg refused to grant Hitler’s request 
for absolute power, but he was willing to appoint him to the 
office of Chancellor, if Hitler were willing to agree in advance 
to discard certain extravagant parts of his program and to 
assume responsibility for the conduct of government sub- 
stantially along the lines of the von Papen régime. Hitler 
refused to accept any limitations on his freedom of action 
in the event of his becoming Chancellor. 

The new Reichstag met on September 12, 1932, but was 
immediately dissolved by the President of the Republic, and 
new elections were prescribed for November 6, 1932. Table 
5 shows the composition of the Reichstag in July and No- 
vember, 1932. For the first time since September, 1930, when 
it reached national prominence, the Hitler Party suffered a 
decline in strength. Its representation in the Reichstag was 
reduced from 230 to 196 members, a loss of 34 seats. The 
Social Democratic Party lost 12 seats, and the Catholic 
Center Party, including the Bavarian People’s Party, lost 
8 seats, while the Communist Party was able to increase its 
representation from 89 to 100 seats. The German National 
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Party, the only party that supported the von Papen govern- 
ment in the Reichstag, increased its representation from 
37 to 50 seats, leaving the political composition of the Reichs- 
tag practically unchanged. 

After the November election the parliamentary situation 
remained deadlocked. It was obvious that Chancellor von 
Papen would not be able to form any government that would 
receive the confidence of the Reichstag. He was thoroughly 
disliked by the Catholic Center Party as a former member 
of that party who had deserted its ranks. He was hated by 
the Social Democrats on account of his anti-labor economic 


TABLE 5: (COMPOSITION or THE REICHSTAG ім JULY AND 
Novemser, 1932 


Political Party Mumbay of oati 


July, 1932 November, 1932 

National Socialist—Hitler................. 
Social Democratic—Socialist......... 133 196 
И невинне га 89 100 
СЕНШЕ СЕПКЕ Сенка анаа 75 69 
German National—Nationalist......... 37 51 
Bavarian People's—Catholic........... 22 20 
下 7 11 
аа 4 2 
Christian-Social People's бегуісе.... 3 5 
СОЕ А ИО aie ев 2 1 
О 122222202; 1 
German Peasants............ g 3 
ВЕ ОВО НВ: роса a paat 4 3 

ea 608 583 


policies contained in the various emergency decrees issued 
under his régime, particularly the emergency decrees of 
September 4 and September 5, 1932. Chancellor von Papen 
had also incurred the animosity of Adolf Hitler. If presi- 
dential governments were to be continued, it seemed neces- 
sary for President von Hindenburg to choose as Chancellor a 
man who was less compromised politically and who would 
be better able to secure either active support or passive 
toleration on the part of the Reichstag, unless the President 
were willing to hold new elections or abolish the Constitution 
and proclaim a military dictatorship. The President chose 
the first course and entrusted the formation of the new gov- 
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ernment to General Kurt von Schleicher, who had been 
Minister of Defense in von Papen’s cabinet. 

One of the first acts of General von Schleicher was to hold 
a series of conferences with the representatives of German 
trade unions belonging to the Social Democratic Party. Не 
was able to persuade the trade unions to adopt a waiting 
attitude toward his régime, in exchange for certain modifi- 
cations of the von Papen economic decrees. He could also 
count on the support of the Catholic Center Party. All 
this, however, was not enough to give him a majority in the 
Reichstag. The Hitlerites and the communists were suffi- 
ciently strong to overthrow any government, although there 
were indications that the Hitler Party was not anxious to 
force theissue at that time. Тһе election of November, 1932, 
undoubtedly had a sobering effect on the leaders of the party. 
Furthermore, it had been obvious for some time that Hitler 
was no longer in absolute command of the party forces and 
that a section of the party, under the leadership of Gregor 
Strasser, was unwilling blindly to follow the “leader.” 

Suddenly, however, the von Schleicher Cabinet resigned 
on January 28, 1933, and was succeeded by a cabinet headed 
by Hitler. This event marks a turning point in German 
political history. The new cabinet is a coalition cabinet. 
The Hitler Party was compelled to give up the slogan, “All 
Power or None.” In the fall of 1932 Hitler forced a new 
election because he refused to share the power with any 
other party. In his present cabinet he agreed to surrender 
the Ministry of Foreign Affairs, the Ministry of Finance, the 
Ministry of Labor, the Ministry of Agriculture, and the 
Ministry of Economics to members of other political groups. 
Furthermore, he accepted von Papen, who is regarded as the 
real creator of the Hitler Cabinet, as an intermediary be- 
tween the President of the Republic and the Head of the 
Federal Government. 

The first act of the Hitler Cabinet was to dissolve the 
Reichstag and prescribe new elections for March 5, 1933. 
The result of the election seems to justify the appointment 
of the Hitler-Hugenberg Cabinet by President von Hinden- 
burg. The number of votes cast and the composition of the 
new Reichstag are shown in the following table: 
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RI рака с RUP ЕДИ лира ааа ОНЫН С ЫРЫ ы Nh 
Number of 


Political P. Number of Per Ce i ^ 
olitical Party Nos | ofTotal | анын |y¥otes Cast in, 
National Socialist—Hitler...| 17,265,823 44.0 288 
Social Democrats—Socialists.| 7,116,505 | 182 D0 | КЕНТ 
Communists a : 4,845,379 12.4 81 5,980,240 
nter А 
ue o enh 423,161 11.3 73 4,169,603 
И 3,123,595 80 52 3,235,896 
Bavarian People’s—Catholic | 1 072,893 3156] 
Christian-Social People's Ser- тай " E bts 
vice 384,116 1.0 6 
German Peasant :| 114281 03 0 149.005 
ERIS C oo uiro ci dal)! 333487 0.8 5 338,542 


The number of votes cast for miscellaneous parties which 
are not entitled to any representation in the Reichstag is not 
shown in the table. The total number of votes was about 
39,200,000, as compared with 35,266,885 in November, 1932. 
Comparison of the results of the last two elections shows that 
the republican parties—Social Democratic, Catholic Center 
and the Bavarian People's—were able to increase their 
strength from 210 to 213 members in the Reichstag. The 
Communists lost 19 seats but, notwithstanding drastic meas- 
ures applied against them during the electoral campaign 
they were returned with 81 members. Í 

On March 23, 1933, the new Reichstag conferred practi- 
cally dictatorial powers on Chancellor Hitler and adjourned 
until April 1, 1937. The Hitler-Hugenberg Coalition did 
not have the required two thirds majority to enact these 
measures, but they received the support of the Catholic 
Center Party. 

Тһе German Republic stands at a turning point in its 
history. President von Hindenburg still retains the power 
of dismissal and appointment of Chancellors. It is impos- 
sible to form any opinion concerning the probable trend of 
events until the policies and ideals of the National Socialist 
Party become much clearer than they are at the present time. 


CHAPTER. III 


GERMAN BALANCE OF INTERNATIONAL 
PAYMENTS 


N ITS financial relations with the rest of the world 
Germany is a debtor nation, that is, her payments to 
foreigners on account of their investments in Germany 

are greater than the receipts from German investments in 
foreign countries. The principal creditors of Germany are 
the United States, the Netherlands, Switzerland, Great 
Britain, and France. To make payments to these-countries, 
Germany must secure by means of a surplus of exports or 
by repatriation of German funds from abroad the necessary 
quantity of dollars, guilders, Swiss francs, sterling, and 
French francs. This surplus of exports can take the form of 
commodity exports, service exports, gold exports, or exports 
of German securities. Repatriation of German funds may 
be classified as an export of foreign exchange. Тһе possi- 
bility of paying in gold does not require serious consideration, 
because the supply of gold is strictly limited. Payment by 
means of security exports increases the foreign debt and 
cannot continue indefinitely. Repatriation of German funds 
is an uncertain and definitely limited source of income. 
Тһе trade in commodities and services must therefore be 
relied upon to produce the bulk of the surplus of exports that 
Germany requires to pay her foreign debts. 


SITUATION BEFORE THE WORLD WAR 


Prior to the World War Germany was a creditor nation. 
For thirty-five years she had had a surplus of commodity 
imports. In 1913 this surplus amounted to $160 million. 
Тһе value of her foreign investments in 1913 is estimated at 
$6,500 million, yielding an annual income of about $300 
million. In addition, Germany had in the same year a net 
income from services rendered to foreigners of about $140 
million. Тһе income from services and foreign investments 
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was greater than the surplus of commodity imports, but also 
in the same year Germany's investments in foreign countries 
increased by about $200 million, and she imported about 
$80 million worth of gold. These figures are estimates, but 
they are sufficiently accurate to indicate that before the 
World War Germany made it possible for her foreign debtors 
to discharge their obligations to her by buying more goods 
from them than she sold to them, and by reinvesting a con- 


siderable part of her income from foreign investments in 
foreign countries.! 


MERCHANDISE Trane, 1925 то 1932 


After the War Germany became a debtor nation. During 
the ten-year period 1914 to 1923, inclusive, her foreign in- 
vestments were reduced to about $700 million. Further- 
more, she was greatly weakened by losing a large part of her 
territory that in 1913 produced 80% of her total output of iron 
ore, 26% of coal, 43% of pig iron, 60% of zinc ore, 39% of 
lead ore, 9% of coke, and contained 15% of the area under 
cultivation and 11% of forest land.2 Even without the 
staggering burden of reparation payments, Germany would 
have found it difficult to adjust her foreign trade to the needs 
of a debtor nation, to replenish her stocks of raw materials, 
to purchase foreign foodstuffs for her population, to reor- 
ganize her industries for peace-time production, and to re- 
build the channels of her foreign trade, which were entirely 
destroyed during the war. Germany’s international pay- 
ments from 1924 to 1929, inclusive, were balanced by bor- 
rowing abroad. So long as Germany could borrow freely in 
the international capital markets, the adjustment in her bal- 
ance of merchandise trade could be postponed. When it be- 
came impossible to obtain new foreign loans and when for- 
eign and domestic funds began to flow out of Germany, 
drastic adjustments in the balance of merchandise trade were 
made. This condition was one of the factors that con- 
tributed to the dislocation of world commerce. 


1 Harold С. Moulton and Constantine E. McGuire, "Germany's Capacity to 
Pay," New York, 1923, pp. 257-284. 


? Ausschuss zur Untersuchung der Erzeugungs und Absatzbedingungen der deut- 
Low Wirtschaft, ** Der fro тА Aussenhandel," Berlin, 1932, Vol. 20, Part I, p. 
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Тһе development of German foreign trade in merchandise 
in 1913 and 1925-1931 is shown in Table 6 according to 
groups of commodities. Germany is an importer of food- 
stuffs and raw materials and an exporter of finished manu- 
factures. From 1925 to 1929, inclusive, she bought annually 
almost $1,000 million of foreign foodstuffs, more than $1,500 
million of foreign raw materials, and $500 million of finished 


TABLE 6: VALUE or FoREIGN TRADE, BY GROUPS or 
Соммортттез, 1913 Амр 1925-1931 


Source: Statistisches Reichsamt 


In millions 
Raw Materials - 
А à z Finished Total 


2 i ichs- Reich Reichs- 
Reiche- | Dollara | Reiche- | papas, | Reiche- | Dollare | КЕМЕ Reiche | Dollars 


Imports 


1913 | 289.7 | 69.0 |2,807.8| 668.816,280.01,495.911,392. 2,565.3 
1925 | 122.0 | 29.1 4,023.0 958.3|6,211.7|1,479.6|2,00 2,944.7 
1926 | 119.7 | 28.5 |3,571.0| 850.6/4,947.7|1,178.51 2,382.3 
.9 | 407 : 3,389.1 
34.5 3,335.1 
35.7 22029 

28.2 |2,969.0] 707.2|5,508.1 ,475. 
13.1 |1,969.6| 469.2|3,477.8 8.41,224. 1,602.4 


Exports 


13| 74| 1.8 |1,069.5| 254.8[2,274.1| 541.7/6,746.2|1,606.9/10,097.2|2,405.2 
1923 21. | 52 | 519.8| 123.8/1,995.9| 475.416,713.01,599.0| 9,290.4|2,213.0 
1926| 24.4 | 5.8 | 503.8| 120.0/2,732.0| 650.8|7,154.3 1,704.2]10,414.5/2,480.7 
1927| 29.1| 69 | 440.8| 105.0/2,607.6| 621.1|7,723.5|1,839.7|10,801.0|2,572.8 
1928| 18.8 | 4.5 | 6227 | 9 0 
1929| 220| 5.2 | 701.5 5 
1930| 68.7 | 16.4 | 479.8 9 
1931| 469 | 11.2 | 359.0 7 


manufactures. In turn, she sold to foreign countries an- 
nually almost $2,000 million of finished manufactures and 
$600 million of raw materials. During this five-year period 
the value of imports averaged $3,050.8 million per year, and 
that of exports $2,680.4 million, leaving an import surplus of 
$370.4 million per year. | 

In 1929 German imports and exports were practically equal 
in value. In 1930 Germany had an excess of commodity 
exports of $411.3 million. In 1931 the excess of commodity 
exports was increased to $684 million. The creation of this 
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export surplus was accomplished by reducing imports 
not by increasing exports. From 1929 to 1931 the value of 
imports declined 50.0% while the decline in the value of 
exports was only 28.8%. 

The decline in the value of imports was due to a large ex- 
tent to lower prices of raw materials and foodstuffs. This 
was true particularly in 1930, when about 60% of the export 
um Ai due a price changes.! Remarkably good har- 
vests also contributed to r 4 
Но s educe Germany’s demand Юг 

The volume and the value of principal imports i 
1930, and 1931 are shown in "Table. In BT dun the даи 
in volume was much smaller than the decrease in value 
The commodities shown in the table account for about 
40% of the total imports of Germany. In the case of coffee 
for example, Germany was able to buy a large quantity for a 
price that was 21.6% lower in 1930 than in 1929 and 24.9% 
lower in 1931 than in 1930. Equally striking is the advan- 
tage which Germany received through the decline in the 


E E" silk and wool, butter, eggs, oil fruits and seeds, 


TABLE 7: VoLUME AND VALUE or Princip 
Е AL Imports 
1929 то 1931, IncLusIVE E 


Source: Statistisches Reichsamt 


Percentage Value in Регсепга 


аа ене БЕТІ ыш, оо 

1929 1930 1931 E m 1929 | 1930 | 1931 m m 
Wheat..... С 797,640 —44.1| —33.4| 448| 232| 102| —48.2| 56.0 
CABE Ваша ЕЕЕ 
ССИ ЕЕ ЕЕ 
l X —32.7|—18.1| 135] 80] 39|—40.7|—51.2 


Wool, raw..| 2045632 182216 
, raw.. я 181,678| — 8.7]— 2.8] 7 
Furs 6916| 6167 5674|—10.8|— 80 260 


and seeds.| 2,597,600| 2,316,010| 2,416,091| —10.8 
5 .8| 十 4.3 
Lumber... 4,506,763] 3,507,494| 1699001 —22.2| —51.6 386 
ineraloils.| 2,531,280 3,271,157) 2,935,097| +29.2| —10.3| 335 
Copper....| 262071| 21116| 192,104] —19.4|— 9.0] 404 
ron ore.. ..|16,952,823|13,899,867| 7,070,842] —18.0| —49.1| 316 


460] 322| —37.8| —30.0 
176| 136| —32.3| -22.7 


646| 436| 一 25.0| 一 32.5 
300] 119| —22.3| —60.3 


个 


Total... .|31,424,216/26,570,304/16,457,622| 一 15.4| 一 38.1|5,307|3,921|2,376| 一 26.1| —39.4 
1 Ibid., Part П, p. 511. 
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Table 8 shows the value of the principal exports of Ger- 
many for 1913 and for the period 1925 to 1931, inclusive. If 
the percentage decline in the value of these exports is com- 

ared with the decline in the value of principal imports 
shown in Table 7, it is seen that exports have been main- 
tained remarkably well. Throughout the period shown in 


TABLE 8: Улілг or PRINCIPAL Exports, 1913 AND 
1925 то 1931 
Source: Statistisches Reichsamt 


In million Reichsmarks 
рр 
Percentage 
Increase (十 ) 
ог Decline (一 ) 
from 


Commodity 1913 | 1925 | 1926 | 1927 | 1928 | 1929 | 1930 | 1931 


1930 | 1929 
to to 
1931 | 1930 

1,263|1,275|1,4111,457|1,630|1,246 1,735|1,420| 一 18.2| -10.8 
179| 154| 189] 186| 187| 234| 182) 158|-13.2|-22.2 


119] 122| 143) 170| 211| 242) 245) 186|—24.1|4- 1.2 


204| 92| 171| 142| 160| 217| 177| 152| 一 14.1| 一 18.4 
96| 106| 127| 120| 142| 164| 138| 120|-13.0|-15,9 


———————— 
Iron and вгебі.............. 
Plate and ие........... 
Boilers, parts, and acces-| 
sories of machines. ..... 

Bar iron and structural 


Coal and соке............. 722| 745|t,164| 890| 746| 860| 705| 552|—21.7 —18.0 
кии 515) 490] 814| 605] 472| 530] 504) 410 -187|- 4. 
Иона сонных 147| 212| 264| 230] 223| 269] 201) 142| 一 29.4| —25.3 
Dyes and other chemical and 
pharmaceutical products. . . 772| 714| 759| 8421 907 867| 755|-12.9|- 9.3 
Machinery, except electrical. 608| 610] 672| 767| 932/1,152|1,063| 946| —11.0| — 7.7 
"Textile... es 108| 137| 148| 161| 203 173| 103] —40.5| —31.6 
Machine tools’... . . . | 98| 101 119) 135] 164| 210] 227 258| +13.7| + 8.1 
Electrical machiner 
equipment 290| 329) 368| 398| 488| 578] 574 489|-14.8|- 0.7 
Equipment. 226| 275| 310] 326| 398) 481 466] 400) —14.2| 一 3.1 
89| —17.6| +11.3 


Machinery. . . 

1 Werkzeugmaschinen, including not only metal-working machinery, but also stone- 
working and wood-working machinery, steam and hydraulic machinery, riveting machines, 
and mechanical hammers. About 80% of these exports cover what in the United States 
would be classified as metal-working machinery. 


the table, iron and steel products retained the leadership as 
the most important export item, followed in importance by 
machinery, dyes and other chemical products, coal and coke, 
and electrical machinery and equipment. The only export 
item that showed an increase in value in each year was 
machine tools, Werkzeugmaschinen, including metal-working, 
stone-working, wood-working, and steam and hydraulic ma- 
chinery, riveting machines, and mechanical hammers. 
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Table 9 shows the value of exports and imports іп 1931 
and 1932. Analysis of the figures shows that in 1932 Ger- 
many lost the advantage that she received in the preceding 
two years from changes in international price levels. As 
compared with 1931, the value of exports declined 40.0%, 
while the value of imports declined only 30%. In the course 
of 1932 the precipitous decline in the prices of foodstuffs and 
raw materials was arrested, but the decline in the prices 
of finished manufactures continued at an accelerated pace. 
From 1930 to 1931 the value of German exports of finished 
manufactures declined 18.3%, as compared with 39.0% from 


TABLE 9: VALUE оғ FoREIGN Trane, 1931 Амо 1932 
Source: Statistisches Reichsamt 
In million Reichsmarks 


Raw Materials 


Live Animals Foodstuffs and а - ini 
Month Beverages finished ойын Manufactures тен 
1931 | 1932 | 1931 | 1932 | 1931 | 1932 | 1931 | 1932 | 1931 | 1932 
Imports 
BUY .-: 8.0 | 2. 217.3| 140.6) 374.5] 220.8] 115.5] 75.4 715.3 
Pur weal 246 2; 171.8| 132.7| 331.4| 229.9| 112.5] 75.6] 620.3 4406 
March... в | 72) 170.5| 112.8| 297.2} 188.3| 110.7| 60.3] 584.0] 363.5 
АРЫҚ... 4.9 2; 191.6| 143.0| 367.7| 219.9| 115.2] 61.8) 679.4| 427.2 
ОРИ 4.9 2. 171.5| 115.9| 310.7| 175.9] 112.7| 56.8) 599.4) 351.1 
june Кі ска 4.2 2; 166.5| 128.2| 322.5| 176.2) 114.1) , 57.8) 607.3| 364.4 
ШЕ аз 2.9 2. 167.4| 128.9] 286.4] 178.9| 105.6| 56.3 562.3| 366.2 
August...... 2.6 2. 124.8] 104.8| 243.0] 174.4) 83.7] 49.7| 454.1) 331.5 
September 4.6 d: 131.4| 106.7| 227.3| 194.4| 84.8] 55.4) 448.1| 360.2 
tobet..... 5.0 5, 158.4] 128.0] 224.4) 206.8] 94.8] 58.2) 482.6) 398.1 
November. . 4.6 3. 140.5] 116.1) 251.1] 214.6] 88.8] 59.4) 485.0] 393.3 
December. . 3.0 3. 158.1| 127.4| 243.1| 231.8] 86.4) 60.4) 490.6| 422.7 
Total...| 54.9 | 34.3 |1,969.8|1,485.1|3,479.3|2,411.9|1,224,8| 727.1|6,728.8|4,658.4 
Exports 
anuary..... 2.6 1.1 26.8] 22.1 416.8 
жолай 3.5 2.1 24.0] 15.6 423.3 778 2 5376 
March...... 4.1 1.6 | 28.7| 15.6 417.0| 866.8| 527.0 
АРИ. 555 15 326| 15.4 3724| 817.9] 481.3 
аас 6.6 1.4 | 296 12.0 355.6] 783.4] 446.9 
jue JR PITE 5.3 101 2521 154 361.9| 746.8| 454.1 
Bp sia iso 3.7 0.9 31.4] 12.0 338.7| 827.2| 430.5 
August...... $4 | 09 27.6| 14.6 333.9| 802.6| 428.2 
September d 101 32:2) , 21:9 340.3| 835.0] 443.8 
October..... 3.6 | 0.8 361| 232 371.2| 878.7| 481.9 
November...} 3.2 | 0.8 | 33.1] 216 371.1| 748.7| 475.2 
December...| 1.5 12| 314 180 387.3| 738.3| 490.9 


Total... 


14.3 | 359.0] 203.4|1,812.9|1,031.8|7,379.7|4,489.5|9,598.4|5,739.0 
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1931 to 1932; on the other hand, the value of German imports 
of raw materials declined 36.9% and 36.3%, respectively, 
and that of foodstuffs and beverages, 33.7% and 26.4%. 

The development of foreign trade in 1932 indicates that 
Germany has reached the point where the increase in export 
surpluses must be accomplished by actually increasing the 
value of exports rather than by reducing imports. 

The surplus of exports in 1932 was $254 million! as com- 
pared with $684 million in 1931. The maintenance of this 
export surplus in 1933 will be jeopardized if there is no im- 
provement in world economic conditions and no relaxation 
in tariff and exchange restrictions that are at present strang- 
ling world trade. The most unfavorable factor in the German 
situation is the drastic decline in the total value of trade. 
The total value of exports and imports declined from $6,415 
million іп 1929 to $2,478 million іп 1932. Тһе combined 
value of exports and imports in 1932 was almost $800 million 
lower than the value of exports alone in 1929 and was ap- 
proximately the same as the total value of foreign trade at 
the turn of the present century. 


Geographic Distribution of Merchandise Trade 

The geographic distribution of German foreign trade 
during the current business depression shows certain sig- 
nificant shifts. Exports to European countries represented 
73.6% of total exports in 1929, as shown in Table 10. This 
percentage was increased to 77.9% in 1930, and to 81.0% in 
1931. The percentage taken by North and South America 
declined from 15.5% in 1929 to 12.6% in 1930 and to 9.9% 
in 1931. During the same period the percentage taken by 
the United States declined from 7.4% to 5.7% and 5.1%. 
Exports to Asia accounted for 7.8% in 1929, and 6.7% in 
1930 and 1931. Africa took 2.3% of total exports in 1929, 
2.2% in 1930, and 1.9% in 1931. Exports to Australasia de- 
clined from 0.8% in 1929 to 0.5% in 1930 and 0.4% in 1931. 

These figures show that inter-European markets are of 
predominant importance to the export trade of Germany 
and that the maintenance of German exports was made 


1 An indeterminate portion of this amount will not be collected by Germany in 
1932 owing to foreign exchange restrictions in foreign countries. 
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possible by the relative steadiness of the European markets 
and was not accomplished by forcing her exports in extra- 
European countries. 

On the other hand, although Europe remained the largest 

source of German imports, and although the percentage of 
Germany's imports from Europe increased from 1929 to 
1931, Europe supplies Germany with only a little over 50% 
of her total import requirements. The relative decline of 
North and South American countries as exporters to Ger- 
many is accounted for largely by the fact that there was a 
tremendous decline in the prices of principal export com- 
modities, such as coffee, cotton, copper, and wheat. In 1931 
Germany bought from extra-European countries 44.1% 
of her total imports, while she sold to them only 19% of her 
total exports. Almost 70% of total German exports go to 
Great Britain and to the countries with which Germany has 
common frontiers, while the largest single source of German 
imports is the United States. 
. These figures show clearly that Germany has not been 
increasing the proportion of her exports to the extra-Euro- 
pean countries and particularly to North and South America 
and to Asia and Africa. Тһе principal markets of Germany 
are in European countries that for many years have had close 
commercial and political relations with Germany and are 
accustomed to German methods of doing business. 


SERVICES RENDERED TO FOREIGNERS 


Services rendered to foreigners include the use of German 
ships by foreigners, tourist expenditures in Germany, emi- 
grant remittances, through traffic, and so on. The net in- 
come from these services increased from $65.3 million in 
1924 to $122.2 million in 1929 but declined to $47.6 million 
in 1931. These are official estimates and are generally re- 
garded as too low. A recent estimate of the Institut fur 
Konjunkturforschung places the net income from service in 
1932 at $48 million. A study of the income received from 
shipping services in 1931 was made by German shipping 
interests and the results were published in the Borsen- 
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Zeitung of January 11, 1933. According to this study the 
net income from shipping service in 1931 was 371 million 
Reichsmarks, $88 million. If the estimate of the shipping 
interests is accepted as the more accurate—and its accuracy 
has been recently confirmed by investigations of the 
Federal Statistical Office—the net income from shipping 
services in 1932 may be conservatively estimated at 200 
million Reichsmarks, $48 million, and the total net income 
from services rendered to foreigners—tourist expenditures, 
transit shipments through Germany, emigrant remittances, 
and shipping services—at 320 million Reichsmarks, $76 
million. Adding the latter figure to the surplus of commodity 
exports of 9254 million, we obtain the figure of $330 million 
as the supply of foreign exchange that Germany had in 
1932 with which to meet her foreign obligations. 


IncoME FROM FOREIGN INVESTMENTS 


Тһе amount of German foreign investments has never 
been ascertained with any degree of accuracy. The first 
Basle Committee estimated the total amount of German 
investments as of July, 1931, at $2,025 million. Of this total, 
long-term investments accounted for $1,191 million. Тһе 
Special Advisory Committee, which met in Basle in Decem- 
ber, 1931, attempted to make a correct estimate of German 
foreign assets “ but encountered insurmountable obstacles in 
the almost complete absence of data on which to work. It 
was compelled to recognize that certain arrangements are 
entirely beyond the bounds of its investigations and that, 
generally speaking, the figures on which its discussions were 
based allow of a wide margin of error." With this qualifica- 
tion the Committee proceeded to form an estimate of these 
assets. It accepted the estimate of $1,191 million as a ten- 
tative amount of long-term investments abroad, but it 
stated clearly that no means exist for assessing the full 
amount of foreign bonds in the hands of German nationals. 

In regard to short-term claims of Germany the task of 
the Committee was even more difficult. It was unable to 
obtain any accurate information concerning the emigra- 

1 “Report of the Special Advisory Committee," Basle, December, 1931, p. 32. 
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tion of capital from Germany during the period of recent 
financial disturbances. It was the opinion of the Commit- 
tee, however, that this capital emigration was “important.” 
On the basis of such figures as were available the Committee 
estimated short-term foreign assets of Germany at $738 
million in November, 1931. 

The total value of German foreign investments given by 
the Committee is thus $1,929 million. This, however, is a 
minimum figure. The Advisory Committee felt that this 
total “must be considerably increased." The income from 
long-term investments at an average rate of 3% to 4% is 
estimated at from $35.7 million to $47.6 million, while the 
yield on account of short-term foreign claims of the Reichs- 
bank and other banks and from Russian credits is estimated 
at about $20 million. The yield from all other short-term 
assets cannot be estimated with any degree of accuracy. The 
conclusion reached by the Committee was that in 1932 
Germany had an income from foreign investments of from 
$71 million to $95 million. The lower figure may be ac- 
cepted as a fair estimate. 

The total cash claims of Germany against foreigners on 
account of merchandise trade, services, and investments in 
foreign countries in 1932 will thus amount to approximately 
$401 million. Germany will have at her disposal this sum 
with which to pay interest and amortization charges on her 
foreign debts. To these three items it is necessary to add 
the income that Germany will receive from the sale of 
hoarded foreign exchange by German nationals to meet their 
living requirements. This sum may be estimated at $24 
million, giving a total income of about $425 million. 


FOREIGN INDEBTEDNESS 


The total foreign debt of Germany at the end of February, 
1932, amounted to $4,912 million, according to the Federal 
Statistical Office. This sum does not include direct foreign 
investments in Germany, the ownership of German stocks 
and bonds by foreigners through participation in German 
enterprises, or the ownership of real estate. It covers only 


1 Direct foreign investments in Germany are estimated at about $1,200 million. 
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those obligations of Germany which are expressed in foreign 
currencies. 

Practically one half of the total debt, or $2,148 million, was 
in the form of short-term credits maturing before February 
28, 1933. The long-term indebtedness of Germany was 
$2,494 million. 1 

Table 11 shows the foreign debt of Germany classified 
according to type of debtor. About 21% was owed directly 
by the Federal Government, the states, communes, and 
other public bodies. Loans to private industrial and com- 
mercial enterprises accounted for 47%, of the total debt, 
while banks and other financial institutions accounted for 
32%, of the total. 


TABLE 11: FOREIGN DEBT ACCORDING To ТҮРЕ ОҒ DEBTOR 
Source: Statistisches Reichsamt 


In millions 
Short-Term Debt | Long-Term Debt Total 
Reich | Dogars | Reich | Dollars | 0 | Dollars 
Federal Government. ........ 614 | 1463| 2,511 | 598.1| 3,125| 7444 
nes, and other| à 
isle я (S mine 201 479| 1,014 | 241.5] 1,215 | 289.4 
1 ld Di t 
"we EE bl aii" — | БЕСТЕ 
Other ҺапКв................ 4,3061 | 1,025.7] 1,496 356.3| 5,802 | 1,382.0 
, trade, transportation, 
мастық ни а wor 3,8452| 915.9| 4,940 |1,176.7| 8,785 2,092.6 
Other debtors.......-------> 283 67.4 509| 121.2 792 | 188.7 
Тоға!..............|10,153 | 2,418.4 | 10,470 |2,494.0 20,623 | 4,912.4 


1 Of this total, 3,456 million Reichsmarks, $823.2 million, is covered by stand- 
still agreements. ; Lm 

? Of this total, 1,584 million Reichsmarks, $377.3 million, is covered by stand- 
still agreements. 


Table 12 shows the foreign debt of Germany classified by 
creditor countries. Тһе principal creditor is the United 
States. Germany owes the United States $1,999 million. 
About 50%, of the total long-term foreign debt of Germany 
is owed to the United States. Short-term credits advanced 
to Germany by the United States account for about 32% 
of the total short-term debt of that country. Of the total 
long-term and short-term foreign debt, about 40% is owed 
to American creditors. 
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TABLE 12: FoREIGN Dest or GERMANY, BY CREDITOR 
CouNTRIES 
Source: Statistisches Reichsamt 


| Short-Term Long-Term Total 

Country теста cn te ee 

x Dollars весе Dollars Legit Dollars 

ПОЙ аве. 3,227 

Netherlands. . . .. ......-...- 1,661 wor 
Switzerland. ...............- 1,615 657.7 
Great Britain... isos eve 9 1,286 5753 
р Г ci ves ынаан 474 227.7 
и 136 72.2 
PIN o oe kanns iru 119 47.4 
Czechoslovakia 157 41.7 
ик exei 73 35.0 
не Г секіс 24 51 14.3 
МогИауы....,,-:>---%-- ИА 14 4.5 
Other creditors! 1,340 386.1 
DOR TETTE 10,153 | 2,418.4| 10,470 |2,494.0 | 20,623 | 4,912.4 


1 Including credits from the Bank for International Settlements and from 
Central Banks. 


Table 13 shows the distribution of German foreign debt 
by foreign banks and creditors other than banks. About 
40% of all long-term and short-term obligations was held by 
foreign banks and other financial institutions. About 80% 
of the short-term debt was owed to foreign banks. 


TABLE 13: INDEBTEDNESS TO FoREIGN BANKS AND CRED- 
ITORS OTHER THAN Banks, AT THE Емр or FEBRUARY, 


1932 


Source: Statistisches Reichsamt 


In millions 
Foreign Banks Creditors Other than Banks 
Déltor Short-Term Long-Term Short-Term Long-Term 


Reichs- | Dol- | Reichs- | Dol- | Reichs- 
Dollars | marks | lars | marks | lars пичка Dollars 


Federal Government....| 570| 1358| .. Ж 44 | 10.5] 2,511 
Other public bodies. . . .. 163| 388 16| 3.8| 38| 91| 998 
Reichsbank and Gold Dis- 


count Bank. 2222... < m T y "n xd 
Other banks. ........... 3,629 | 864.4| 299 | 71.2| 677 |161.3| 1,197 
Industry,commerce, trans- і 

ortation, еќс........ 1,794 | 427.3) 857 |204.1| 2,051 |488.5| 4,083 
Other debtors.......... 85| 20.2} 91 | 21.7) 198 | 47.2] 418 


1,701.91 1,263 |300.8| 3,008 |716.5| 9,207 |2,193.1 
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Corrected Debt Estimates 

In estimating the total debt, the Federal Statistical Office 
did not fully take into account various factors that have 
operated in recent years to reduce the nominal value of the 
debt. The most important of these factors are (1) repur- 
chase by German nationals or companies of German long- 
term securities issued or sold abroad, (2) regular amortiza- 
tion, and (3) depreciation in British and Swedish exchange. 
From 1925 to the end of February, 1932, repurchase of Ger- 
man securities by German nationals or companies is con- 
servatively estimated at $250 million, nominal value. The 
reduction in the nominal value of the debt through regular 
amortization payments amounted to about $200 million. 
The decline in the nominal value of securities floated in 
Great Britain and Sweden, other than those specified in gold, 
may be placed at about $85 million. If these three items are 
taken into account, the total long-term foreign debt at the 
end of February, 1932, amounted to $1,959 million, and not 
to $2,494 million as reported by the Federal Statistical 
Office. 

Corrections must be made also in the official estimate of 
short-term indebtedness. The total short-term debt at the 
end of February, 1932, was estimated by the Federal Statis- 
tical Office at $2,418 million. Of this total only $1,200 mil- 
lion was covered by standstill agreements. Obligations of the 
Reich, states, and municipalities and of the Reichsbank and 
the Gold Discount Bank amounted to $409 million. The 
amount of non-standstill credits, industrial, commercial, 
and banking, was estimated at $810 million, or 3,400 million 
Reichsmarks. There is no way of checking the accuracy of 
this figure, but it does not seem reasonable to believe that 
creditors to such a large amount would have refused to join 
the standstill agreement, particularly since they were per- 
fectly aware of the fact that according to the terms of that 
agreement they would not receive any repayments of capital 
if such payments were not made to the standstill creditors. 
The Committee for Foreign Debts—Ausschuss fiir Auslands- 
schulden—exercises a general control over all payments 
whether within or without the standstill agreement. Fur- 
thermore the standstill creditors have a greater degree of 
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security. The Foreign Creditors' Standstill Committee, in 
its report of January 23, 1932, questioned the accuracy of 
the figures presented to it which increased "substantially, 
the estimate of eight billion Reichsmarks of short-term 
German foreign debt as of July 31, 1931, given in the Basle 
report of August, 1931. The addition is supposed to be 
chiefly short-term debt of German industrial and commercial 
firms to foreign industrial and commercial firms.” It was 
the opinion of the Committee that only a minor part of that 
addition could be properly regarded as actual short-term 
debt, since it included debts of German subsidiaries to for- 
eign parent corporations, debts of German parent corpora- 
tions to foreign subsidiaries, and participations in German 
firms. The official investigation concerned itself only with 
short-term debts to foreigners, and not with offsetting 
credits. It seems reasonable, therefore, to reduce the amount 
of short-term credits by $238 million, thus bringing down 
the short-term debt at the end of February, 1932, to $2,180 
million. This adjustment in the official estimate is entirely 
arbitrary. It is not based on any available facts, but it is 
supported by the opinion of well-informed students of the 
question and is justified by the method which was used in 
compiling the estimate of short-term indebtedness. After 
all these adjustments are made, the total foreign debt of 
Germany on February 28, 1932, appears as follows: 


i Foreign ie Recents Моа 
К РОИА 8,200 1,953 
и ТИКА 9,153 2,180 
ОНАН ED. cm zoom ment затнат eme 5,040 1,200 
Non-standstill—commercial, industrial, and banking. . . 2,400 570 
下 614 146 
ER 201 481 
Reichsbank and Gold Discount Вапк................. 2151 
用 17,353 4,133 


1 According to reliable private estimates, the short-term foreign debt of the 
Federal Government amounts to $105 million; that of states and communes, $65 
million; and that of the Reichsbank and Gold Discount Bank, to $150 million. 


Further changes in the debt situation occurred in 1932. 
Repatriation of German foreign securities continued on a 
larger scale than in the preceding years. Purchases were 
made both legally and illegally, that is, both with and without 
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the permission of the Reichsbank. The Reichsbank must 
have a complete record of all legal purchases since the estab- 
lishment of foreign exchange control in the summer of 1931. 
German companies could obtain permission from the Reichs- 
bank to buy back their own bonds issued or sold abroad by 
utilizing their foreign-exchange assets. They could even 
obtain the necessary amounts of foreign exchange from the 
Reichsbank. This practice, which seems to violate the in- 
terests of the standstill creditors, was justified on the ground 
that such repatriation of German bonds tends to produce 
additional exports and helps Germany to make payments to 
her foreign creditors. 

German foreign bonds, especially dollar bonds, have been 
quoted at a considerably higher price in Germany than in 
the New York market. By purchasing these bonds abroad 
and selling them in Germany it was possible to make a con- 
siderable profit. ‘These arbitrage profits could be applied 
against the cost of the goods produced for export, resulting 
in lower prices and higher sales. In theory this practice was 
limited by the Reichsbank only to those companies which 
“create” foreign exchange, that is, which produce goods for 
export. In practice, however, it could be employed by all 
types of enterprises. 

The repatriation of dollar bonds of the German Central 
Bank for Agriculture has been used to reduce the burden 
of internal debt charges on German farmers. The Bank ac- 
cepts its dollar bonds at face value in payment of farm mort- 
gages. These bonds have been selling in New York at less 
than fifty cents on the dollar. By buying these dollar bonds 
in New York and using them in paying off their mortgages, 
the farmers were able to make a saving of 50% in their debt 
charges. These purchases are made from time to time in 
small amounts. Their total volume is not known. 

Repurchase of German bonds was also allowed by the 
Reichsbank as a means of bringing back to Germany the 
funds of German nationals held abroad. This type of trans- 
action is contrary to the spirit of the standstill agreements, 
but, regarded from a broader point of view, the practice does 
not appear very objectionable, if it is assumed that the 
funds thus brought back to Germany would not have been 
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repatriated without the inducement offered by arbitrage 
profits. The return of these funds to Germany serves a 
doubly useful purpose: It decreases the service on Ger- 
many’s foreign debt and increases the supply of funds in the 
domestic capital market. 

German foreign securities have also been brought to 
Germany by the Russians, who found it profitable either to 
buy these bonds directly or to accept them in part payment 
for their exports. By making payments in Germany with 
these bonds the Russians obtained the benefit of the ar- 
bitrage profits. 

There is no accurate information concerning the amount 
of all these transactions. According to an estimate published 
in “The Economist”! the rate of repurchase has probably 
been in excess of $120 million per year in actual cash, rep- 
resenting about $360 million on the basis of par value. An 
estimate published recently in “Тһе New York Times” 
places the repurchase of dollar bonds by the Germans in 
1932 at $750 million, nominal amount, involving cash ex- 
penditure of $250 million. The latter estimate appears to be 
too high. The return of capital to Germany on such a large 
scale does not seem to be warranted by the political situation 
there, which was the primary cause of the flight of capital. 
Although political conditions have shown considerable im- 
provement recently, the immediate outlook is not sufficiently 
clear to give the investor a complete feeling of confidence in 
the political stability of the country. The estimate published 
in “The Economist" appears to be more reasonable, but in 
the absence of any official information the figure of 1,000 
million Reichsmarks, $238 million, nominal amount, is ac- 
cepted as the probable amount of German foreign bonds that 
have been repatriated in 1932. 


Foreign-Debt Service 


Тһе service on Germany's foreign debt is the only passive 
item in the balance of international payments. The claim of 
foreign countries against Germany on account of their in- 
vestments must be met out of the surplus of commodity 
exports and services and out of the income from German 

1“The Economist," November 26, 1932, p. 971. 
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foreign investments, if Germany is to pay her foreign debts 
without shipping gold and endangering the stability of her 
exchange. It has been shown that the total claim of Ger- 
many against foreign countries in 1932 will be about $425 
million. Of this total, $254 million represents the surplus of 
commodity exports; $76 million net income from services 
rendered to foreigners; $71 million the yield from German 
investments abroad; and $24 million sale of hoarded foreign 
exchange by German nationals to meet living requirements. 

Table 14 shows the estimate of the foreign debt service 
in the year ending February 28, 1933, published by the 
Federal Statistical Office. The interest on long-term debts 
is estimated at $149.8 million and that on short-term debts 
at $142.0 million. Тһе amortization charges are $50.7 
million, making a total sum of $342.5 million. Тһе amor- 
tization figure does not include non-recurrent redemptions. 
These are estimated at $47.6 million, giving а total debt 
burden of $390 million. These non-recurrent items repre- 
sent large advances made to the German Government by 
foreign banking groups concerning which special arrange- 
ments have been made to prevent undue pressure on German 
exchange. The debt service figures of the Federal Statistical 
Office require correction, because the Office did not take into 
account the reductions in the nominal value of the long-term 
debt, and because the estimate of interest payments on 


TABLE 14: FoREIGN DEBT SERVICE IN THE YEAR ENDED 
FEBRUARY 28, 1933 
Source: Wirtschaft und Statistik 
In millions 
Interest Payments 


Short-Term | Long-Term 


Amorti- Total Debt 


Total zation! Service 


Debtor 
Dol- 


км. Jass |R.M.| шо | В.М. | ра | ВМ. 
Federal Government....| 37 | 8.8] 144 | 34.3] 181 43.1) 44 
Other public bodies... . . 11| 2.6 60| 14.3) 71| 16.9] 30 
Балқан, ие 287 | 68.4] 81 | 19.3) 368] 87.7| 25 
Industry, trade, еіс.....| 244 | 58.1) 316 | 75.3] 560/133.4| 104 
Various debtors........ 17| 4.0] 28| 6.7] 451107) 10 
p ен 596 |142.0| 629 |149.8|1,225|291.8| 213 | 50.7 |1,438|342.5 


. This sum includes only the regularly recurring amortization charges specified 
in long-term and short-term contracts. 
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tained in Table 15. The difference between the figures of 
total credits and total debits is $30 million. The credit items 
in the balance of payments are estimated in what is believed 
to be a very conservative manner. If 10% is deducted from 
the surplus of commodity exports to allow for foreign ex- 
change that was not received in 1932 owing to restrictions 
on exports of foreign exchange in many countries, the deficit 
would be increased to $56 million. This deficit was made u 

through the export of gold and foreign exchange by the 
Reichsbank. In the course of 1932 the gold and foreign ex- 


change reserve declined by 250 million Reichsmarks, $60 
million. 


GENERAL CONCLUSIONS 


When all these factors are balanced against each other, 
the conclusion may be drawn that without the burden of 
reparation payments Germany may be regarded as a solvent 
and going concern. А total foreign debt of about $4,000 
million cannot be regarded as excessive for a country of the 
size and the economic strength of Germany. Тһе problem 
of short-term credits, which loomed so large in the first Basle 
Committee report, no longer appears so serious. Тһе great 
decline in the surplus of commodity exports during the first 
two months of 1933, however, is an unfavorable develop- 
ment. Тһе export surplus declined from $47.6 million in 
the first two months of 1932 to 911,9 million in the corres- 
ponding period of 1933. А revival of international trade is 
of extreme importance to Germany. 

It seems reasonable to expect that the foreign creditors of 
Germany will continue to co-operate with the German Gov- 
ernment and German financial institutions, with a view to 
enabling Germany to strengthen her financial position. 
Unduly severe demands on the part of the creditors would 
be of no value to either party, and might be distinctly in- 

jurious both to Germany and to her creditors. It would 
seem to be a wise policy to help Germany strengthen her 
international financial position and accumulate a safe 
amount of gold and foreign exchange, in order to bring about 
further improvement in her position as a debtor. 
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It should be clearly understood that economic recovery 
in Europe cannot take place so long as Germany remains in 
а precarious position. This fact was recognized by the 
creditor governments at the Lausanne Conference and was 
responsible for the concessions that were made to Germany 
in regard to reparation payments. This fact has received 
equal recognition from Germany's private creditors. Fi- 
nally, a grave responsibility rests on the shoulders of the 
political leaders of Germany to safeguard the interests of 
Germany's creditors by practising moderation in domestic 
politics апа by cultivating friendly relations with foreign 
countries. The world has shown its willingness to co-operate 
with Germany. Тһе stage has now been reached when 
further improvement in the German situation depends on the 
wisdom of Germany's political leaders. 


